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INTERNET TAX FREEDOM ACT/4-Year Moratorium
SUBJECT: Internet Tax Freedom Act . . . S. 442. McCain/Wyden amendment No. 3783 to the McCain/Wyden
modified amendment No. 3719, as amended.
ACTION: AMENDMENT REJECTED, 45-52
SYNOPSIS:  The Finance Committee substitute to S. 442 (both the Commerce Committee and the Finance Committee

reported versions of the bill), will ippse a 2¢rear moratorium kgginning July 29, 1998 on certain State and local taxation of
online services and electronic commerce (the Commerce Committee substitute wimsdd aByear moratorium), and will
establish an advispicommission on electronic commerce to gtthk issue and make recommendations dutiat moratorium.

The McCain/Wden modified amendment, as amended, wouldgehde moratorium to $ears instead of Pears. As amended
by a Dogan amendment, it would define the tergerieraly imposed and actugllenforced.” That term is used to define those
Internet access taxes that will lgrandfathered” (allowed to remain in forcg)this bill. Specifically, access taxes that were in
force before October 1, 1998, could remain in force dutie moratorium if thg hadgeneralyy been collected or if the taxgn
authority had "ty virtue of a rule or othguublic proclamation” made known foviders of Internet access services that the taxes
had been iposed. Also, the amendment would make clear that this bill did not affeState or locafjovernment's constitutional
taxing authoriy or federaly granted taxig authoriy, and that this bill did not affect yongoing liti gation regarding tax liabilities.

The McCain/Wyden second-degree amendmeir the McCain/WWden amendment would chgthe moratorium to Ylears

instead of 3/ears.

NOTE: After the vote, the Senate failed to table the upithegremendment (see vote No. 306).

Those favoringthe amendment contended:
We do not believe that there should bg aime limit on the moratorium. The moratorium should last until all of the issues are
worked out, Cogress hagassed lgislation, and States have begimen time to chage their laws to meet the uniform and
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nondiscriminatoy standards that are devpéal. As a coipromise, we are willig to agree to a time limit that should be sufficient

to get thejob done. Then, if it turns out that we have not allotted gimtime, we will vote to extend the deadline. The current 2-
year limit that is in this bill is too short. The commission will not eveontéts recommendations for 18 months. @ass and the
States will not then have time to makgustimnents to law, takginto consideration the commission's recommendations, in the
remainirg 6 months. May State lgislatures do not even meet eadar. If a State Bslature has recessed foy@ar when the
commission issues its recommendations, it meall be more than fear before it will reconvene. With ay2ar moratorium, some
States mafind themselves more thary&ar behind the other States; with ye8+ moratorium, the gharity would be much smaller;
with a 4year moratorium, we are fajrconfident that Cagress and the States would havepltime to enact laws.

The main ofection that our colleges have raised is that yhgelieve that the effect of a Iger moratorium would be to geve
States of sales taxes on Internet sales. However, all it will dpriseléhe States of the abylito discriminate gainst Internet sales.
States will be able to collect taxes on intrastate Internet saley ihthese the same taxes on other intranet saleguahds thg
cannot mandate tax collections from other out-of-Statepaaias that setjoods in their States, thavill not be able to mandate
tax collections from out-of-State Internet qaamies. This bill is about gtping discrimination and conflictiptax reguirements from
beirg placed on Internet commerce; it does not touch the issue of sales taxes. Current law on that scoregishengbdity this
bill. Many State and locgurisdictions mg well want to burden Internet commerce with other taxes as a substitute for the sales taxes
that thegy cannot collect; we do not favor allowgisuch taxes if theprove unwield or discriminatoy. The moratorium wilgive
us time to comepwith a fair wg of taxing the Internet; it is not about oupinion of theQuill decision, which is the decision that
stogpped States from ordegrout-of-State firms to collect sales taxes due. That decision said thgte€®has the autharito let
States mandate such tax collections; instead/oigtto shorten the moratorium give the States a backdoor means of snegkin
around theQuill decisionwe think our collegues should concentrate oyitig to win maority support in Corgress for their view
that States should be allowed to mandate such tax collectionsclHagly do not have njarity suypport for thatproposition in
Corgress now.

The real issue before us is howdahwill take to work out the taguestions involved in tax@internet commerce. Those
guestions can be weconplex. For instance, gpose someone in Arkansas uses America Online miniértoplace an order with
a small corpary in Oregon usirg a bank card in California feay for aproduct that will be slpiped to a friend in Mafdand? Who
shouldpay what taxes? We think thatygars is a reasonable amount of time to work out aptbiment the solutions to those
problems. We therefore pport this amendment.

Those opposinghe amendment contended:

By the end of 4/ears Internet commerce in the United States will exceed $400 billion anritredt commerce will digace
sales |y merchants who have pay sales taxes. State and logaVernments, assungran averge sales tax of percent, will thus
lose $20 billion in tax revenues in the fouytkar alone if we allow this moratorium to lastelrs. We imgine that the businesses
that sell on the Internet love the idea that their petitors will be disadvangged by having to collect sales taxes forygars while
they will not have to collect arthing. State and locajovernments, thagh, will lose deperatel needed funds for schools, fire
departments, road mair, and othepublic goods. The soposed reason wha 4year moratorium is necesgas that it will take that
long to stug the issue and devise andplement solutions. We do not seeywhshould take so lan We note for instance, that
we gave ony 15 months to devejoa proposal to restructure the entire Internal Revenue Service, and we ordered the Medicare
Commission to copiete its work in 18 months. Internet tax issues are obwidesk complex than reformig Medicare or
restructurilg the Internal Revenue Service, spedirs is simly way too much time to take et thejob done. In all honegtmary
of us do not favor gnmoratorium, much less aygar moratorium, but we understand that the States aregwillimccet a 3year
tax ban as a copnomise. Therefore, weppose this amendment, but we will nojett to the undeying amendment.



